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8 May, 1998
May 1998 Revenue Estimating Conference

The Revenue Estimating Conference (REC) met on 4 and 7 May 1998 in open

public meetings. The conference issued revised estimates for FY1998 and FY 1999 revenues.
They are shown on the attached tables. Adopted estimates reflect current projections for the
Rhode Island Economy. The projections were presented by Robert Langlais, Assistant Director
LMI Unit, Department of Labor and Training; Sara L. Johnson, Chief Regional Economist and
Rachael A. Chioino, Associate Regional Economist for Standard & Poor’s DRI; Paul Getman,
President, Regional Financial Associates; and Leonard Lardaro, Rhode Island Forecast Manager,
New England Economic Project.

RHODE ISLAND ECONOMIC FORECAST

- Department of Labor and Training

Rhode Island’s seasonally adjusted unemployment rate of 5.0% for March was up

one-tenth of a percentage point from last month, but down one-half of a percentage point from
last March. The seasonally adjusted unemployment rate has not shown much change over the
last eight months. The residefxt employment and unemployment to data continue to indicate an
improving economy. The continuing decline in the number of insured unemployed and the drop
in the number of individuals exhausting their unemployment benefits during the first quarter of
1998 indicate that the long term unemployed situation has improved considerably. The 2.2%
increase in Wages and Salary jobs through the first three months of 1998 compares very
favorably to 1997 and is an encouraging trend. The strong performance of our neighboring
states has also continued to provide employment prospects for Rhode Island workers,
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Standard & Poor’s DRI
After six years of expansion, Rhode Island has regained 38,000 of the 50,000

payroll jobs lost during the 1989-91 recession. The recovery will be complete in 2000.
Employment growth will pick up from 1.7% in 1997 to 2.0% this year with the influx of jobs in
financial services. Population and job growth will, however, trail the region’s and the nation’s.
. A shortage of skilled labor and a limited presence of high-tech industries will hold back the
state’s performance. Tax incentives will make financial services a driving force in Rhode

Island’s economy as Fidelity Investments and Fleet Financial Group bring jobs to Smithfield and

Lincoln, Improved transportation linkages, activation of a free trade zone, electricity

deregulation, and tax reductions will help to make Rhode Island a more attractive business

location. The State will rank 37th among the states in job growth over the next five years, an

improvement from 48th place over the 1992-97 period.

Regional Financial Associates

Although Rhode Island is still under-pacing the nation, the State’s economy is
exhibiting its strongest growth in more than ten years. Along with accelerating job and income
growth, housing activity is also picking up. As a result of strengthening housing activity and the
start of construction on the Providence Place Mall, construction employment is surging.
Another reflection of the State’s improving economic condition is soaring consumer confidence,
which is at a ten year high in the State. The reluctance to date of the Federal Reserve to raise
short term interest rates is another plus for Rhode Island’s prospects. Still, there are no
permanent growth engines in this small, undiversified economy. Rhode Island’s manufacturing
industries, which constitute just under 20% of all employment, continue to shrink at a heady
pace. Another major weakness is the continued negative migration flow out of the State. Rhode
Island is expected to continue to place among the slowest growing states over the forecast

- horizon.

New England Economic Project

In 1997, Rhode Island finally broke the 1.5% employment growth target that had
alluded it throughout this entire recovery. A number of areas registered strong performances.
Retail sales rose sharply while existing home sales set yet another record. Local government
employment grew by 6%. Rhode Island’s unemployment rate continued to decline, as did both
layoffs and long term unemployment. The State’s recent development efforts to attract financial
service firms have begun to pay dividends. In addition, construction of the Providence Place
Mall is well under way. Performance relative to the rest of the region or the nation as a whole
was less than stunning. Our “record” employment growth last year was only about 65% of the
national rate. Rhode Island’s/unemployment rate rose in 1997. The State’s current areas of
strength (retail sales, construction, existing home sales, and local government employment) are
all highly vulnerable to increases in interest rates and slowdowns in the pace of national or
regional activity. Because of the negatives that offset many of the State’s positives the present
forecast predicts less economic momentum than is now presumed to exist. The forecast retains
the pattern of slowing economic activity in late 1998 through 1999,
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Comparison of Forecasts

Below is a chart compiled from information presented by Standard & Poor’s DRI,
Regional Financial Associates; and the New England Economic Project. This chart highlights
the difficulty revenue forecasters face while incorporating economic forecasts into revenue
projections.

L DRI RFA NEEP
Total Employment Growth
FY1997 " 1.1% 1.1% 1.1%
-FY1998 1.9% 1.9% 1.6%
FY1999 1.4% 1.0% 1.3%
Unemployment Rate
FY'1997 5.1% 5.3% 5.1%
FY1998 4.8% 5.0% 4.5%
FY1999 4.9% 5.1% 5.0%
Gross State Product Growth
FY1997 ' 0.7% 0.7%
FY1998 _ 2.8% 1.3%
FY1999 1.8% 1.5%
Population Growth
FY1997 -0.1% -0.1% -0.1%
FY1998 0.0% 0.0% -0.1%
FY1999 0.2% 0.0% 0.1%
Housing Starts/Permits (000°s)
FY1997 2.5 25 2.2
FY1998 - 2.7 2.6 2.3
FY1999 2.7 2.2 2.1
Personal Income Growth
FY1997 ‘ 3.9% 3.9% 3.9%
FY1998 ' 4.8% 5.1% 4.8%
FY1999 ' 4.1% 5.5% 5.1%
Wage & Salary Growth .
FY1997 4. 7% 4.7% 4.7%
FY1998 ; 5.7% 6.1% 5.2%

FY1999 i 4.7% 6.4% 4.8%
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FY1998 -- REVENUES

Budget As Enacted compared to May Estimate

When compared to the Budget as Enacted, the revised F'Y 1998 revenue estimate
of $1,967.4 million increased available resources by $124.4 million. The enacted FY1998
Revenue Estimate was $1,843.0 million. The total estimate of Taxes increased by $123.2
miilion from the enacted level. The two major sources of tax revenue, the Personal Income Tax
and Sales & Use Tax estimates, have been increased by $84.9 miilion and $23.5 million
respectively. These revisions are predicated on continued favorable economic reports and ten
months coilection history. The projected growth rate for the Personal Income Tax is now 13.9%
compared to the enacted 0.5%. The projected growth rate for the Sales & Use Tax is now
7.7% compared to the enacted 2.9%. Considering coliection history to date the totai estimate of
Departmental Revenues increased by $8.3 million from the enacted level. The total estimate of
Other Sources decreased by ($7.1) million from the enacted level. This was primarily dueto a -
$1.3 million reduction in the unclaimed property estimate and shifiing $6.0 million for
Employee Medical Recovery trom FY 1998 to FY 1999, Based upon these changes the revised
growth rate in general revenue, when compared fo FY1997, from all sources is increased from

0.0% to 6.7%.
November Estimate compared to May Estimate

When compared to the November REC estimate the revised FY 1998 revenue
estimate of $1,967.4 million increased available resources by $64.3 million. The November
REC FY 1998 Revenue Estimate was $1,903.1 miilion. The total estimate of Taxes increased by
$58.5 million from the November level. The two major sources of tax revenue, the Personal
Income Tax and Sales & Use Tax estimates, have been increased by $43.9 million and $11.0
million respectively. These revisions are predicated on continued favorable economic reports
and ten months collection history. The projected growth rate for the Personal Income Tax is now
13.9% compared to the November estimate of 7.0%. The projected growth rate for the Sales &
Use Tax is now 7.7% compared to the November estimate of 5.5%. Based upon coilection
history to date the total estimate of Departmental Revenues increased by $1.5 million from the
November estimated level. The total estimate of Other Sources increased by $4.3 million from
the November estimated level. This was primarily due to a $5.0 million increase in the lottery

.
actimata nmanr¥ unon thece shanaas tha ravicad asrawth rate in ocanasval ravenma when comnared
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to FY'1997, from all sources is increased from 3.2% to 6.7%.
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FY1999 -- REVENUES

November Estimate compared to May Estimate

When compared to the November estimate the revised K'Y 1999 revenue estimate
of $1,946.2 million increased available resources by $68.0 million. The November estimate
was $1,878.2 million. The total estimate of Taxes increased by $59.5 million from the
previously estimated level. The two major sources of tax revenue, the Personal Income Tax and
Sales & Use Tax estimates, have been increased by $33.3 million and $16.0 million

‘respectively. These revisions are predicated on continued favorable economic reports and ten
months coliection history. The projected growth rate for the Personal Income Tax is now 1.5%
compared to the previously estimated 3.2%. The projected growth rate for the Sales & Use Tax
is now 4.0% compared to previously estimated 3.1%. Considering enhanced FY1998 year-to- -
date collections, together with non-statutory changes which will impact positively upon FY1999
departmental receipts, the total estimate of Departmental Revenues increased by $2.6 million
from the previous estimated level. The total estimate of Other Sources increased by $6.0
million from the previous level. This was primarily due to a $5.1 million increase in the lottery
estimate. Based upon these changes the revised growth rate in general revenue, when compared
to FY'1998, from all sources is increased from -1.3% to -1.1%.

FY1998 Compared to FY1999
FY1998 May Conference Estimate compared to FY1999 May Conference Estimate

When compared to the FY1998 May Conference Estimate the revised FY1999
revenue estimate of $1,946.2 million indicates that available resources will decline by ($21.2)
million. However, the total estimate of Taxes increased by $34.7 million from the FY1998
consensus {evel. The Personal Income Tax estimate will increase $11.0 million calculated by
using the FY'1998 estimate and a growth rate of 1.5%. This is less than the projected growth
rate of 13.9% for FY1998. Growth is also projected for the Sales & Use Tax that will increase
$21.0 million over the FY1998 consensus level. This is a 4.0% rate of growth compared to
7.7% growth rate in FY 1998, The total estimate of Departmental Revenues decreases by
($37.5) million from the FY1998 consensus level. This reflects the loss of the Hospital
Licensing Fee of $37.4 million. The total estimate of Other Sources decreases by ($18.5)
million from the FY1998 consensus level. This reflects the lack of certain transfers such as $2.0
million from the Resource Recovery Corporation and $15.0 million from DEPCO. Also causing
the decline is the non-recurring portion of the Airport Lease payment deal worth $6.1 million
and the elimination of $1.0 million from the Blue Cross Recovery because of the change on
State employee health plans. These losses are offset by a $6.0 million projected increase from
Employee Medical Recovery that, as mentioned earlier, was shifted from FY1998.
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P

TAXES - Percent of Growth

Attached you will find two charts and below one graph that details the changes

noted in the narrative above. The next required meeting of the conference is currently scheduled

for November 1908,

.

As of May REC
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